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STRATEGIC INSIGHTS

 
Executive Summary  
→ General Market Notes & Contrarian Bets:  

U.S. equities finished the week reasonably lower, and bond yields fell to their lowest level in three 
years. Volatility remained elevated as a result of escalating trade tensions between the U.S. and 
China. Global markets responded to an unexpected drop in the value of China's currency, which 
was seen as a retaliatory response to the recently announced tariffs on Chinese goods scheduled 
to take effect in September. Trump accused the Chinese of "currency manipulation." However, 
Chinese officials sought to reassure markets that they don't plan to embark on a currency 
devaluation campaign, calming investors. Our view persists that some form of an agreement or 
compromise can and will be reached, but not soon. The back-and-forth trade tactics will likely 
continue to stoke market volatility and pullbacks as we advance further into the year.  
 
In the previous commentary we wrote about how investors are mispricing the amount of tail risk 
that their portfolios may endure. We made a contrarian bet on the VIX which resulted in 
substantial gains when the fear indicator shot up almost 100% from $12 on the 29th of July to a 
high of $24.69 last week as a result of new trade tensions and the Chinese currency devaluation 
mentioned above. We remain bearish on the global economy and have turned to our newly 
launched real-assets fund to explore hedging options.  

 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 26,287 -3.43% 12.60% 

S&P 500 Index 2,919 -2.74% 17.05% 

NASDAQ 7,959 -4.03% 19.40% 

10-yr Treasury Yield 1.74% -0.34% -0.95% 

Oil ($/bbl) $54.43 -4.0% 19.9% 

Bonds $111.95 1.8% 6.9% 

     
      *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG) 
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Market Outlook & Strategy 
Global Macro 
Showdown in the Leveraged Loan Market begins 

 
In our commentary on the 10th of February, 
we discussed the risks deriving from the 
approximately $1.3 trillion (estimates vary) 
leveraged loan market in the US. With the 
increasing possibility of interest rate cuts 
this year, investors are fleeing from 
leveraged loan funds since the interest 
rates of leveraged loans are usually flexible. 
This could result in liquidity problems for 
distressed borrowers, which in turn would 
increase default rates and could ultimately 
trigger a sharp market downturn.  
 
Leveraged Loans 
Since the Great Recession ten years ago, leveraged loans have gained in popularity 
tremendously, doubling their total outstanding amount since 2012. Although leveraged loans are 
conceptually the same as their counterpart high yield (or junk) bonds, some minor details in their 
execution made them popular for both borrowers and lenders in the past years. Like high yield 
bonds, leveraged loans are issued to companies with high debt or low credit scores; however, 
unlike bonds, loans are not regulated by the SEC. Historically, leveraged loans were no different 
than the loans banks give to retail clients and were thus simply called loans. This changed in the 
past decades when banks began to pack corporate loans into CLOs (Collateralized Loan 
Obligations; similar to mortgage-backed securities but with loans instead of mortgages) and sell 
them to investors.  
 
The popularity of leveraged loans amongst investors derives mostly from the flexible interest 
rates. Unlike bonds, the interest rates of leveraged loans are not fixed, but usually Libor plus a 
premium. This makes leveraged loans popular in times where central banks are increasing 
interest rates since higher rates do not have a big impact on the real return. Borrowers love 
leveraged loans because they are cheaper to issue than bonds, can be repaid at any moment 
and require less financial information to be disclosed. 
 
Problems with Leverage Loans 
A problem with leveraged loans that is increasingly worrying regulators is the deterioration of 
lending conditions. The huge demand for leveraged loans has allowed borrowers to gradually  
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lower lending standards and thus making loans riskier for creditors. Whereas in 2015 the 
percentage of cov-lite (covenant light), loans without the protective covenants, was around 60%, 
in 2018 87% of all the new leveraged loans where cov-lite. The sentiment on the street is that 
cov-lite are less risky than loans with the protective covenants since borrowers are perceived as 
very risky if they are not able to raise money using cov-lite loans and thus to take out loans with 
protective covenants. 
 
Crucial Period for Leveraged Loans 
Looking forward to possibly more rate cuts, leveraged loan funds are already experiencing heavy 
outflows since December. Investors are swarming towards high yield bonds which appreciate in 
value with lowering interest rates. This, in turn, is the source of liquidity problems in the leveraged 
loan market inflicting severe losses to investors. 
 
Clover Technologies, a company that offers imaging solutions, printer supplies and services and 
mobile device solutions, is a perfect example of what can happen to leveraged loans in the 
current market situation. Clover has an outstanding leveraged loan of $693 million that was 
trading at 97 cents on the dollar. The disclosure of two lost customers allowed it to drop to 65 
cents on the dollar, something that would almost have been impossible a year ago. Clover has 
given investors two lessons. On one side, it reminded investors that companies can fail, 
something that has become less and less common in the past years. On the other side, it 
reminded investors that liquidity is shrinking in the leveraged loan market. 
 
Although rate cuts are supposed to boost the economy, the current rate cut might have the 
opposite effect. The consequent outflow of the rate change from leveraged loan funds makes it 
increasingly difficult for highly indebted companies or companies with bad credit scores to raise 
money. Leveraged loans allowed these bad companies, which probably should already have 
filed for bankruptcy years ago, to survive. Some of these companies might still be able to survive 
by issuing high yielding bonds; however, the complicated issuing process, SEC regulation, and 
investors avoiding risk might be too much for companies surviving on leveraged loans and will 
ultimately have to go bankrupt. 
 
What's next? 
In the next few years, the unavoidable will happen and terrible companies that were able to 
survive due to the easy money of leveraged loans will ultimately die. Investors who are not able 
to sell their loans in time will experience painful losses and will be surprised how bad the loan 
contracts are they invested in. Nonetheless, investors (who are not invested in leveraged loans) 
should not fear a correction of the leveraged loan market too much as it is "just" $1.3 trillion big 
whereas the housing market, which triggered the crisis in '08, is currently $33.3 trillion big. 
Moreover, a correction might even be healthy for the economy by filtering out bad companies. 
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Still, totally dismissing the problems in the leveraged loan market is too optimistic. The global 
economy is currently in a very sensitive position. Increasing corporate default rates and losses 
from leveraged loans could be too much for the global economy and trigger the economic 
downturn that many are expecting.  
 
Final Remarks 
Heijin Capital is bearish on the leveraged loan market and is monitoring it closely to immediately 
identify deteriorations that could affect the entire economy. Investment opportunities arise in the 
high yield bond department or by shorting ETFs that track leveraged loans (e.g. NYSEARCA: 
BKLN). Yet, we discourage from betting on a collapse of the leveraged loan market as the 
potential upside is relatively low. Instead, we encourage to monitor the developments in the 
leveraged loan market in order to understand the macroeconomic situation and current risks. 
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Real Estate 
Behind the rise of property prices in Niseko (Japan) 
 

Niseko is a ski resort in the north of Japan on the island of Hokkaido and has become one of the 
hottest real estate markets in Asia in the space of a few years.  
 
A decade or so ago, Niseko was just a normal ski resort with the Hilton being the only “renowned” 
hotel in the area. But it did not take long for people from Australia, Hong Kong, and Singapore 
to hear about the immense annual snowfall it got. In this case, it is the money that followed the 
snow. Especially when most ski resorts in Asia did not have spectacular reputations. On top of 
that, the infamous ski resorts in Europe such as Courchevel, Meribel, Gstaad, Verbier and more 
are barely getting more than 3 metres in snowfall per year. So today, even some  Europeans are 
flocking to Niseko to experience the “powder snow”.  
 
As a consequence of being the hotspot in Asia for avid skiers, the real estate market has boomed. 
From 2017 to 2018 property prices for condominiums on average rose by a staggering 25%. 
Furthermore, over the past 5-10 years many land plots and properties have experienced 100-
300% increases in value — making the early buyers very happy. To put things into perspective 
the average price per sqm in Niseko for condominiums stands at $15,964 (2018), which puts it 
neck and neck with the top ski resorts in Europe.  
  
Niseko is in essence divided into 4 distinct 
areas:  

● Hirafu  
● Hanazono  
● Annupuri  
● Niseko Village 
● Nearby Alpine Resort areas  

 
 
Hirafu is without a doubt the most developed area with the most expensive property and land 
prices. In fact, Hirafu holds >40% of the market in terms of transactional value. And since the 
total annual transactional value of the whole Niseko RE market just hit $1.3bn (for 2019), Hirafu 
generated approximately $520m. Representing a 44% YoY increase. Hanazono is starting to 
develop at a very fast pace and also has some of the best skiing spots. On the other hand Niseko 
Village, Annupuri and nearby Alpine Resort areas are benefitting heavily from hotel 
developments.  
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Even though there has undoubtedly been a property boom there are many factors that will make 
sure this boom extends into the next 10-20 years.  

1. Hotel & Property Development Pipeline  
- Many well-known hotel chains have begun building in Niseko, which will not only increase 

the ability to welcome more visitors than before but it will also strengthen Niseko’s 
reputation. I.e. making Niseko reverse the deal flow — whereby it will shift from the need 
of attracting visitors to being the ‘go to place’ for skiers (and RE investors) in Asia.  

 
Development Name  Location  Keys/Units Typer Opening  

Andura Villas  Higashiyama  11 Hotel  Q3 2019  

Ritz-Carlton Reserve  Niseko Village  50 Hotel & Residences Sept 2020 

DRIFT Niseko  Outer Hirafu  15 Houses & Land Plots 2020 

Kabayama Niseko  Kabayama  4 Houses & Land Plots 2020 

Sansui Niseko  Upper Hirafu  60 Hotel  2020 

Aozara Middle Hirafu N/A Hotel  2020 

The Pavilions Niseko Resort Outer Hirafu  42 Hotel & Residences 2020 

Park Hyatt Hanazono 214 Hotel & Residences Jan 2020 

Aruku-zaka 
 

Middle Hirafu 168 Apartments 2024 

Aruku-zaka 
 

Middle Hirafu 126 Hotel & Residences 2024 

Aruku-zaka 
 

Middle Hirafu 60 Retail  2024 

Aura Niseko  Higashiyama  51 Apartments TBA 

Aman Niseko  Moiwa 31 Hotel & Residences TBA  

 
2. Easier Access to Niseko 
New Chitose Airport: 

- The New Chitose Airport, located in Sapporo, is the main airport that is used by the vast 
majority of visitors that are coming from outside Hokkaido. In large part thanks to  
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Niseko’s popularity the various direct international flights coming from almost a dozen 
Mainland China cities have generated an eight-year CAGR of 32% for the airport.  

- There are now direct international flights from 22 different cities. Today these even 
include: Manila, Helsinki, Kaohsiung (Taiwan), Dailian (China), and Vladivostok (Russia).  

Shinkansen: 

- A new Shinkansen (bullet train) link is due to open in 2030 between Hakodate and 
Sapporo to Kutchan station (near Niseko). 

3. More Foreign Visitors 
Sapporo’s Bid for the 2026 or 2030 Winter Olympics:  

- The events would be held in Niseko Village, thus providing an immense boost to the 
resort.  

Balance between Summer and Winter Visitors: 
- The ratio between the amount of visitors in the summer and winter season is approaching 

1:1, which is great news for Niseko and especially the hospitality and restaurant 
businesses. All year round clientele is the best thing they could pray for.  

2020 Tokyo Olympics: 
- The Olympics will potentially attract more visitors to Niseko by word-of-mouth or simply 

due to visitors planning their trips. Many spectators will be coming in from abroad and 
may want to do more than just visiting Tokyo after a 14hrs flight for most from Europe or 
the East coast of the U.S.  

More interest from Mainland Chinese: 
- The amount of Mainland Chinese put the three-year CAGR at 13%.  
- +22% and +28% for visitors from Mainland China and the U.S. respectively in the Winter 

Season. 
- +40% and +48% for visitors from Mainland China and Thailand respectively in the 

Summer Season.  
- On top of that, in China there are currently 5 million skiers and by 2030 Xi Jinping wants 

China to have 300m skiers and 1000 ski resorts. Figures that the Western world wouldn’t 
believe are actually not too exaggerated considering China’s population.  

Recommended Chalets to rent when in Niseko: https://www.taigaprojects.com/niseko-
project-management 

 
 
 



 
 

Heijin Capital Investment Commentary  
                                     July 28th - August 11th, 2019            

The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can 
be no assurance that the forecasts will be achieved. Please see disclaimer at the end of this presentation.  Past performance does 
not guarantee future results, which may vary.  
For internal purposes only - Accredited investors, Heijin Capital Family Investors*, and prospective investors.  

 
 

Investment Analysis 
Is the future of transport micro-mobility?  

 
Micro-mobility, in short, is the collective name for very light (less than 500kg)  transportation 
devices such as electric scooters, bikes etc. They are usually in the form of single user modes 
of transport designed to transport people over a relatively short distance, i.e. an urban city 
center.  
 
The potential for this market is colossal, by 2030 it is predicted that over two thirds of the world's 
population will live in cities (see fig 1), putting further strain on an already fatigued public transport 
system and roads. Micro-mobility devices have the potential to help drastically reduce the 
amount of cars on the road. Subsequently alleviating much of the strain currently on transport 
infrastructure, in addition to reducing the air pollution that is abundant is such urban 
environments. Shockingly over 60% of all car journeys are under 5 miles, in urban areas this 
average journey is even less. This shows how easily cars could be substituted for micromobitly 
devices over such short distances. Transport experts estimate that annually more than 4 trillion 
miles of car transport could be easily transferred to micromobitly devices. 
 
 
 
 

Furthermore, cities across the globe are beginning to acknowledge and take action against the 
damage that such a large amount of congestion, and their subsequent pollutants, has to the 
public health. This is apparent, in London for example, where there are surcharges and low 
emission zones whilst driving in the city. Other European cities have taken matters even further, 
with the Belgian city of Ghent banning cars to travel over 30 kilometers/per hour. This new 
legislation almost renders the car useless in such an urban environment, as its no longer a faster  
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mode of transport in the city compared to micro-mobility devices. Further east, China is already 
reaping the rewards of micro-mobility. In the past year dockless bike travel has doubled in Beijing 
and Shenzhen, leading directly to a drop in congestion by 4% and 7% respectively. Another key 
aspect of these devices is the easy ‘ pick-up, drop-off’ aspect of them, with many scooters and 
assisted push bikes available to rent directly from the smartphone app with no need for human 
interaction. More importantly, when the user has finished, they can just conveniently park their 
device on the street and ‘drop-off’ via the app, with no need to find a parking space or drop-off 
bay. This ability to not need a parking space of bay challenges the convenience and practicality 
of a  car in the urban setting. Especially as cities get more congested and car parking spaces 
become more elusive. Users have taken to the new services quickly, with micro-mobility renting 
apps surpassing the user rates seen by the popular ride sharing apps such as Uber and Lyft in 
their early days. About 3.6% of the total U.S. population has used one of these scooter devices 
in less than a year. The combination of extremely low prices (on average under a dollar per mile) 
and ease of use via dedicated smartphone apps has been a brilliant springboard for the sector 
to launch itself off. It is no surprise then that by 2030 the market has a potential value of roughly 
$200 billion to $300 billion in the United States, $100 billion to $150 billion in Europe, and $30 
billion to $50 billion in China. 
 
One to watch 
 
Lime - This startup aims to provide smart, affordable mobility that is environmentally friendly. 
This is through the use of electric scooter rental via their dedicated app which provides GPS 
locations of their devices as well as an integrated payment system. Many market giants are keen 
to seize on this micro-mobility boom and have large confidence in Lime. Uber (NASDAQ: UBER) 
and Alphabet (NASDAQ:GOOGL) are part of an investor pool pledging over $350 million into the 
start up. This confidence is well founded too, the app saw 34 million trips in their first year and 
is in the midst of a global push with devices throughout North America, Europe and Australia. Of 
course it has competitors hot on their heels, the Southern Californian company Bird saw 10 
million rides in its first year and has had a similar buzz surrounding it as Lime on the investment 
front. They were able to raise a reported $300 million and have been valued at lofty $2 billion. 
On the surface it is hard to separate Bird and Lime as both have massive potential, however in 
Heijin’s opinion we believe Lime is the superior company. Uber will start to brand some of Lime’s 
scooters with their logo and will be available through the Uber app in partnership with Lime. This 
will allow Lime to immediately access all the customers that Uber currently has, massively 
increasing their potential client base.The importance of such as partnership cannot be overstated 
as the battle between Bird and Lime will most likely come down to real estate. Much like the 
McDonalds v Burger King scenario, the winner will be decided by who can get more of their 
devices in cities faster than the other and at this point in time, with the help of Uber, that looks 
to be Lime. 
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DISCLAIMER  
Persons who access the information made available on the Heijin Capital S.A.  and its affiliates (collectively, “Heijin”) website (the 
“website”) agree to the following:  
  
While the material on this website is often about investments, none of it is offered as investment advice. For members of the public, 
this means that neither the receipt nor the distribution of information through this website constitutes the formation of an investment 
advisory relationship or any similar client relationship. The materials on this website are for informational purposes only and may not 
be relied on by any person for any purpose and are not, and should not be construed as investment, financial, legal, tax or other 
advice, recommendation or research. 
  
The information contained herein does not constitute a distribution, an offer to sell or the solicitation of an offer to buy any securities 
in any jurisdiction in which such distribution or offer is not authorized.  
  
This website may contain forward-looking statements on our current expectations and projections about future events. Statements 
that are predictive in nature, that depend upon or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates,” “thinks,” “seeks,” “targets,” “forecasts,” “could” or the negative of such 
terms or other variations on such terms or comparable terminology. Similarly, statements that describe Heijin's objectives, plans or 
goals are forward-looking. Any forward-looking statements are based on Heijin's current intent, belief, expectations, 
estimates and projections. These statements are not guarantees of future performance and involve risks, uncertainties, assumptions 
and other factors that are difficult to predict and that could cause actual results to differ materially.  
  
These factors include, among other things, (1) general economic and business conditions; (2) new governmental regulations and 
changes in, or the failure to comply with existing governmental regulation, (3) legislative proposals that impact our industry or the 
way we do business, (4) competition, and (5) our ability to attract and retain qualified personnel. Accordingly, you should not rely 
upon forward-looking statements as a prediction of actual results and actual results may vary materially from what is expressed in 
or indicated by the forward-looking statements.  
  
No representation or warranty is given in respect of the correctness of the information contained herein as at any future date. Certain 
information included in this communication is based on information obtained from third-party sources considered to be reliable. Any 
projections or analysis provided to assist the recipient of this communication in evaluating the matters described herein may be 
based on subjective assessments and assumptions and may use one among alternative methodologies that produce different 
results. Accordingly, any projections or analysis should not be viewed as factual and should not be relied upon as an accurate 
prediction of future results. In addition, this website may contain performance and other data. Past performance is not indicative of 
future performance. 
  
This website contains hyperlinks to websites operated by Heijin and other parties. Heijin does not control the content or accuracy 
of information on third-party websites and does not otherwise endorse the material placed on such sites.  
  
All information and content on this website is furnished “AS IS,” without warranty of any kind, express or implied. Heijin will not 
assume any liability for any loss or damage of any kind arising, whether direct or indirect, caused by the use of any part of the 
information provided. Heijin and its licensors do not warrant that the content is accurate, reliable or correct; that the website will be 
available at any particular time or location; that any defects or errors will be corrected; that unauthorized access to or 
misappropriation of the content will not occur; or that the content is free of viruses or other harmful components. Your use of the 
website is solely at your risk.  
  
The entire website is subject to copyright with all rights reserved. No permission is granted to copy, distribute, modify, post or frame 
any text, graphics, video, audio, software code, or user interface design or logos. The information contained in  shall not be 
published, rewritten for broadcast or publication or redistributed in any medium without prior written permission from Heijin. 
 
Thank you for your understanding, 
Heijin Capital Management 
 
*Past performance does not guarantee future results, which may vary. The value of investments and the income derived 
from investments will fluctuate and can go down as well as up. A loss of principal may occur. 
 


